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PREFACE 


As this issue of International Conciliation goes to press negotiations 
are being carried on in Washington between the British representa- 
tives and officials of the Department of the Treasury of the United 
States as to a possible agreement with regard to the payment of the 
installment on the British debt due on December 15, 1933. The 
urgency for final settlement of this question is very great. Primarily 
an economic problem, it has been kept in the political arena through 
popular misunderstanding and prejudice with disastrous results. 
Public opinion is being forced to recognize the basic facts upon which 
decision must be made. 

In the following pages will be found articles which state what the 
debts are and how they were contracted and which dise#®émethods 
of payment and of settlement. There could be no more opportune 
time than the present to study these contributions to a better 
comprehension of the facts involved. 


NIcHOLAS MurRRAY BUTLER 
New York, October 17, 1933. 
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WAR DEBTS! 
By 
Harry D. GIDEONSE 
Associate Professor of Economics, University of Chicago 


I. How PractTicaAL ARE THEORISTS? 


Economists—as all the world knows—are the problem children 
of the modern university administration. They deal with this 
generation’s most cherished “sacred cows”’: profits, property and 
patriotism. They insist on reminding us that we are constantly 
sacrificing our well-measured interest to emotional gratification. Un- 
like most other specialists they do not call forth new loyalties to 
offset the disaffection of those who are provoked by their heresies. 
To organized labor and the farmer they appear as the “‘hirelings of 
capitalism’’ and the “trained seals of the international bankers,” 
while members of more favored classes in our society gravely suspect 
them of the possession of critical minds and the thinking of dangerous 
thoughts. To one and all the economist is an “inexperienced 
theorist.” 

A reconsideration in the fall of 1933 of the problems of the financial 
liquidation of the World War raises some interesting questions as to 
the respective merits of the opinions of these so-called theorists and 
the much praised practical wisdom of “the empiricist executives of 
the post-war period.”’ It also suggests that perhaps the only purpose 
served by the pronouncements of students of these questions, is their 
later quotation in learned foot-notes to historical treatises con- 
trasting ‘‘ what actually was”’ with “what might have been.”’ In the 
sobering light reflected by the record of the post-war decade, this 
essay is written. It merely summarizes available information and 
restates some of the old truths of interpretation. 

The old truths are “old’’ truths only to the initiate. To most of 
those who add their fuel to the present bright blaze of discussion 
and of emotion, they appear to be dangerously novel, full of im- 
practical idealism, and suspect of “‘internationalism.”’ It is a curious 
commentary on the present wave of bitterness that it is supposed to 


‘Reprinted by permission of the University of Chicago, from Public Policy Pamphlets 
No. 4 (published in March, 1933), as revised by the author. 
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be “‘theoretical’’ to point to the practical fact of the international 
character of this depression. As Walter Lippmann has recently 
pointed out, ‘‘ This damnable crisis is international, whether we like 
it or not. It is international in spite of the fact that international 
bankers also think it is an international crisis. It is international in 
spite of Senator Johnson, Mr. Hearst and all they have said and done 
to the contrary. It is international even though one man likes Eng. 
land, but does not like France; though the other man likes France, 
but distrusts England. It is international in spite of all prejudices, 
preferences and wishes to the contrary, and the man who tries to act 
as if it weren’t is trying to put out a great fire with one bucket of 
water.”’ As we are dealing with the consequences of a breakdown 
in the world price level, we are dealing with a problem that can only 
be controlled by international measures in so far as it can be con- 
trolled at all. Most of the remedies in terms of national tariffs, 
national inflationary schemes, national farm subsidies and so forth, 
overlook this vital fact. 

Throughout the depression the war debts have in many respects 
been the key problem. Farm prices, domestic debt burdens and 
the unbalanced budget are all problems of the price level. They are 
one thing with continued deflation and quite another with stable or 
rising prices. Many of the international monetary problems are 
closely related to the debts and, while British monetary stabilization 
is perhaps the most important of these, we should not overlook the 
future of the German currency as well as the reconstruction of Cen- 
tral Europe—related to war debts through the Lausanne agree- 
ments—in this connection. The relation of the world price level to 
the debt payments is probably clear to anyone who observed the fall 
of sterling quotations in the late autumn of 1932, when the payment 
of the December 15 installment was under discussion. The low price 
of the British currency obviously lowered British export prices, en- 
couraging the purchase of British goods in the United States and in 
other export markets. The deflationary pressure on our domestic 
markets was clear to all and its striking power was enhanced in a 
situation in which expensive reflationary devices, such as the Re- 
construction Finance Corporation, had achieved substantial success 
in arresting deflation and laying the foundations of a new price 
equilibrium. 

Since the spring of 1933 the problem has again undergone a major 
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transition. The United States has left the gold standard and is aim- 
ing at a higher price level by the deliberate depreciation of its cur- 
rency. Officially we reject with horror—at least for the time being— 
all foreign proposals to ‘‘stabilize’’ our money because we believe 
they will have a downward effect upon our domestic price level. 
Until recently we have also refused to negotiate a revision of the debt 
settlements although it is clear that additional foreign demand for 
dollars can only achieve one thing, viz., a higher gold value of the 
dollar. Clearly the contradictions in our various “ policies’ have 
reached a new and critical stage. 

In a reconsideration of the problem at this time the first questions 


to be answered are purely factual in nature. What are the debts? 


How were they contracted? Did they go for war purposes or for 
reconstruction? A good deal of the heat of discussion is dissipated 
by a glance at the official records in this connection. 

The next significant step is to inquire into the method of payment. 
How can our debtors pay? Are we willing to be paid? Is the case of 
France different from that of our other debtors? And finally, what 
policy would express our enlightened self-interest? 

The chapters that follow address themselves to these questions. 


II. How WERE THE DEBtTs CONTRACTED? 


The manner in which a debt is contracted does not necessarily, or 
even ordinarily, cast light upon the question whether it can be re- 
paid. In the case of a necessary reconsideration of a private business 
transaction the parties involved would probably concentrate their 
attention upon the facts as they presented themselves at the time 
of the threatened breakdown, but in public business the historical 
picture plays a great réle in providing the psychological setting in 
which flexibility in policy might or might not become expedient. 

The Allies borrowed money in the United States before our declara- 
tion of war. These loans were private loans: American firms or 
American investors extended credit to the Allied governments. 
These credits are not included in the discussion of the war debts. 
They have never been questioned. In fact, those who were fortunate 
enough to purchase French Government bonds during this period 
have probably congratulated themselves many times with the safety 
of their investment which is quoted above par on the New York 
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market in a period in which very few domestic or foreign bonds enjoy 
as high a rating. 

The loans involved in the war debt controversy between the 
United States and its debtors were all granted after the United 
States entered the World War. They were all loans granted by the 
United States Government to the governments of its associates in 
the World War, with the exception of a few (minor) relief grants 
to countries like Poland and Latvia. 

At the moment of our entrance into the World War we were 
obviously unprepared to make our participation felt in a military 
way. It was clear at the time that it would take us fully eighteen 
months to develop a genuinely effective military force. Meanwhile 
we could help in the financing of the needs of our associates. They 
had been purchasing food, ammunition, horses and other materials 
in America before April 6, 1917, but the difficulties in the way of 
further purchases had constantly grown. The Allies had first paid 
by the mobilization of foreign securities held by their citizens, but 
gradually even the pressure of additional taxation on such security 
holdings failed to produce a sufficient amount of dollar exchange. 
We were equipped to continue and increase our supply of needed 
materials, while they were gradually failing in the means of payment, 
and the pressure on their currencies threatened a breakdown with 
possibly disastrous psychological consequences. While Great 
Britain had carried a major share of the financing burden up to that 
time, it was clear that her resources had been seriously depleted. 
This was the setting in which our credit was placed at the disposal of 
our associates in 1917. 

The first Liberty Loan Act, authorizing a bond issue of $5,000,000, 
000 of which $3,000,000,000 was to be loaned to countries ‘engaged 
in war with enemies of the United States.’’ was signed by the Presi- 
dent on April 24, 1917. The loans took the legal form of promissory 
notes signed by the representatives of the borrowing countries, but 
while their legal character was quite clear it was evident from the 


2 The later difficulties were not entirely unforeseen. The New York Times (January 15, 
1020) quotes the late Senator Cummins of Iowa as saying at the time these credits were 
extended: 

‘*T fear that in the years to come the fact that the United States has in its possession 
bonds of these great countries, which when they emerge from the war will all be bankrupt, 
will create an embarrassment from which the men of those times will find it difficult to 
escape. I think it would cost us more to take those bonds and to hold them against these 
governments than it would cost us to give the money, with a generous patriotic spirit, to do 
something which for the time being we are unable to do with our own army and our own 
navy. 
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discussion in Congress that the United States might have supplied 
the Allies with credits for continued purchases in the United States 
without regard for eventual repayment. 

Representative Kitchin, Chairman of the Ways and Means Com- 
mittee of the House, and author of the bill said: 


You will understand that they will be fighting with our 
money their battles and will be fighting with our money our 
battles, and too . . . we are of the opinion that most of this 
money that we will loan to the Allies for the purchase of their 
arms will have to be expended in the United States. 


Representative Fitzgerald, Chairman of the Appropriations Com- 
mittee, declared: 


I should gladly vote to give $6,000,000,000 to the nations 
arrayed on the same side with us if we could win this war without 
sacrificing American blood and American lives. I have little 
sympathy with the suggestion that possibly we will not get our 
money back. I care not so much if we do, if American blood and 
American lives be preserved by the granting of the money. 


Speaker Rainey, recently Democratic floor leader in the House 
and in that capacity very critical of ‘‘any moratorium proposals,” 
went on record as follows: 


We are not making this loan for the purpose of making an 
investment of our funds. We are making this loan in order to 
further our interests primarily in this world war and from that 
moment when the Congress of the United States declared that 
a state of war existed between this country and Germany every 
blow struck at Germany by any of her enemies was struck also 
in our interest. 


And Senator Smoot of Utah, perhaps the most prominent con- 
gressional participant in the debt discussions and negotiations, 
made the following statement in the 1917 debate: 


The $3,000,000,000 which we are perhaps to raise by a bond 
issue advancing it to the Allies, I believe, Mr. President, will 
all be repaid, but if it should not be, or if not one penny of it is 
returned, I wish to say that every penny of it will be expended 
for the defense of the principles in which we believe and which 
we entered the war to uphold. Mr. President, I believe that 
every dollar that will be expended under the provisions of this 
bill . . . will be for the benefit of the United States, whether 
spent by us or by the Allies.* 

‘Quotations based on Foreign Policy Reports, Vol. VIII, No. 1, p. 173. 
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The case for the loans was well summarized by the Secretary of 
the Treasury in his report of June 30, 1919:4 


It is difficult to exaggerate the great purposes served and the 
great results accomplished by these advances to foreign Govern- 
ments. In the most critical stages of the war they!immeasurably 
assisted America’s gallant associates in obtaining the munitions, 
supplies, and equipment that were so imperatively needed to 
meet the enemy’s offensives or to carry the fighting into his 
territory, and probably of equal importance was the fact that 
they served to hearten the allied armies and peoples by the 
knowledge that the vast credit resources of the United States 
were being shared with them for the effective prosecution of a 
common cause. Conversely, it is not difficult to estimate the 
disheartening effect that these loans of billions and the willing- 
ness of America to lend for the prosecution of the war as much 
more as was needed to the limit of her ability must have had 
upon the spirit and morale of the peoples and armies of the 
enemy. . . . The service of these loans in assisting to hold 
the battlefronts of Europe until the might of our heroic Army 
could be felt effectively, made possible, beyond the shadow of a 
doubt, the ending of the war in the fall of 1918. Without this 
aid to the allied Governments, the war unquestionably would 
have been prolonged, if not lost, with the resultant great addi- 
tional cost in life and treasure. 


It is quite clear from these quotations that we did not make these 
loans as investors in a commercial transaction. We had entered a 
common venture. Whatever we may think now of the war and its 
origin, we thought it our duty then—and our interest, too—to take 
the side of the Allies. During the first period of our participation— 
as Professor Taussig, of Harvard University, has well said—‘ The 
only effective thing we could do was to put at their disposal our sup- 
plies of goods. The form of loan was chosen because it was the 
easiest and quickest way to get the thing done. Doubtless in the 
rush and pressure of the crisis no deliberate choice was made. It 
was all a matter of getting things done. And so it was with the 
Allies. Loans if you will; anything that brings instant help.’ 

4 Annual Report of the Secretary of the Treasury, 1918-19, pp. 65-66. 

’ Not all of us are as disillusioned as Dr. H. E. Barnes, who tells his audiences that we 
now ‘‘know”’ that “‘the Allies were the aggressors in 1914"’ and that if any reparations 
were to be paid at all, ‘‘they should have been paid by France, Russia, and England to Ger- 
many.”’ Cf. New York Times, October 30, 1932. Few intelligent men probably ever 
accepted the theory of “‘sole’’ war guilt. Clearly the method of conducting international 
relations was the principal culprit, but when it comes to distributing major and minor 
responsibilities within the existing system, some of us will probably recall Emil Ludwig's 
story of the late Aristide Briand’s reaction to the battle of documents concerning the 
‘origins of the war"’: ‘‘I don't know what the historians have shown or may yet show, but 


I dare say I know one thing they never will be able to demonstrate and that is that the 
Belgian army invaded Germany in 1914.” 
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The Act of April 24, 1917, was the first of a series of laws author- 
izing loans to our associates which by November 30, 1920 amounted 
to $10,338,000.000. The greater part of these credits were for war 
purposes but a small percentage of them financed the sale of excess 
supplies of war materials after the armistice and the distribution of 
flour and other supplies in the possession of the United States Grain 
Corporation and under the American Relief Administration. 

A great deal of political argument has dealt with the question 
whether these credits were not in large measure extended after the 
armistice*. The question is really immaterial. The war department 

PRE-ARMISTICE AND Post-ARMISTICE ADVANCES MADE BY THE AMERICAN TREASURY 


COMPARED WITH THE PRESENT VALUES OF THE DEBT SETTLEMENTS 
(In millions of dollars) 


Present Value 








| Cash Advances} Cash Advances Total of Scheduled 
Debtor Country Made Prior to} _ Made after Original Payments on 
November 30, | November 30, Advances a 4.25 Per 
1918 1918 Cent Basis 
seman aes | SS 
Great Britain. ... 3,796.0 278.8 4,074.8 3,788.5 
es < +s 6 6 2,010.0 1,330.5 3,340.5 1,996.5 
ale a oe ae 1,091.0 538.9 1,629.9 528.2 
ee. << & ee 185.5 191.5 377.0 225.0 


Clearly the argument which i is frequently heard in public discussion in the U.S. that the 
present debt-funding agreements only collect the post-armistice advances, is without 
foundation in fact. If the present valuation of the Allied payments were calculated at 
3 per cent, the statement would be even more strikingly untrue. 

could not immediately cancel all outstanding orders at the time of the 
armistice. The economic consequences of such abrupt action might 
be extremely serious and it would even be questionable policy from a 
military point of view. The armistice date is of no great significance 
in such transactions. Legally the only date that limited the govern- 
ment action was that of the official termination of the war (June 2, 
1921). The total volume of loans extended after the armistice was 


as follows 


Under Liberty Loan Acts?. . .... . . . $2,369,196,000 
American Relief Administration ..... . 84,094,000 
erties WOF GUDENOER. .. a..0. <,,3 -- +120) Baete 574,977,000 
u.S. Grain Cosporation & .. 16.) ss waa 56,859,000 

WORMS gk nme ee oi ee 


*Moulton and Pasvolsky (War Debts and World Prosperity, p. 103) give the above 
summary of detailed data presented in the Annual Report of the Secretary of the Treasury 
(1920). 

7 The Liberty Loan item includes interest on the war debts. Until the spring of 1919 
the debtor governments made interest payments on their earlier loans from the proceeds 
of new loans. On September 26, 1919, the Treasury announced its willingness to defer all 
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Examination of the manner in which the credits were used, has 
some times led to acrimonious comment on the inclusion of expendi- 
tures which were not strictly made for war purposes. Such critics 
usually try to distinguish so-called “‘commercial”’ items from “ war” 
items. The entire controversy is artificial in a discussion of modern 
warfare which involves all the resources of a modern nation. Ex. 
penditures which served to stabilize the exchanges of our associates 
in the war, for instance, served to keep up morale in a manner that 
is difficult to evaluate except by an effort to imagine the effects of a 
depreciated currency on a struggling nation and on its adversaries.* 
The principal categories of the expenditures went for munitions, 
food products including tobacco, transportation including shipping, 
interest charges, exchange charges, and such items. In other words, 
the proceeds of the war loans were devoted almost exclusively to war 
purposes. 

The war loans were chiefly spent in the United States.* They were 
unlike most private commercial loans in that they left no assets in 
the debtor country which might provide the means for payment 
of interest and principal. A commercial loan providing for, say, 
the construction of a new railway increases the productivity of the 
debtor nation and leaves it in a position in which its capacity for 
increased exports or services is enlarged. The war loans, on the 
other hand, were spent for purposes which destroyed productive 
capacity rather than increased it. ‘“‘Fertile fields were rendered 
barren and populous cities a shattered ruin. Such expenditure, in- 
stead of producing a slow and steady accumulation of wealth, de- 
stroys in a few hours the stored-up riches of the past. Like the shells 
on which they were largely spent, these loans were blown to pieces. 





interest payments for a period of two or three years. The unsettled economic conditions 
following the war and the wide fluctuations of the various currencies made it impossible 
to demand an immediate cash payment without adding to the ‘present difficulties in the 
financial and economic rehabilitation of the world,’’ as Secretary of the Treasury Carter 
Glass explained in a letter to the Chairman of the Ways and Means Committee. “. 
We should not only make it impossible for Europe to continue needed purchases here and 
decrease their ultimate capacity to pay their debt to us, but should hinder rather than help 
the reconstruction the world should hasten’’ (December 18, 1919). 

8 Cf. Professor E. R. A. Seligman’s reply to Secretary Mellon, March 23, 1927. Inter- 
national Conciliation, May, 1927, pp. 90-93. 

®* As the loans financed purchases within the creditor country, few transfer problems 
arose at the time. ‘‘When we made the loans to the Allies in 1917-19, we handed over to 
them not cash, but goods. This is the resemblance: our loans were made in goods, just as 
the repayments are to be made in goods’’ (F. W. Taussig, International Conciliation, No. 
230, p. 209). The Allies, however, were eager to receive these goods while we are extremely 
reluctant. 
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They have produced nothing to repay them, and they have left 
behind nothing but fresh complications and perplexities.’’!” 


III. FRom THE DEBTOoR’s Capacity TO Pay TO THE CREDITOR’S 
CAPACITY TO RECEIVE 


The twelve years that followed the Versailles Peace Conference 
can be divided into three periods. First we passed through the period 
of the astronomical figures. Political greed unchecked by economic 
reality, simply operated adding machines and presented the debtors 
with fantastic totals. The second period was introduced with the 
notion that you could not expect an honest debtor to admit a liability 
for sums that were larger than he was able to pay: “capacity to pay”’ 
entered into the negotiations of the Dawes Plan and into our own 
Congressional thinking after the settlement with Great Britain and 
before the funding agreements with the other debtors had been 
signed. The third stage is comparatively recent: Assuming that the 
debtor is willing and able to pay ts the creditor willing and able to 
receive payment? ‘‘Capacity to receive payment”’ first entered into 
the Allied creditors’ considerations with the Stamp Report to the 
International Chamber of Commerce in 1925. It became an official 
concern of the Allies when the Bank for International Settlements 
was equipped in the Young Plan with auxiliary functions which it 
might have used to broaden the scope of world trade." It has only 
recently crept into American discussion in connection with our desire 
to exclude foreigners from the domestic market while we simul- 
taneously denounce them for their failure to recognize the ‘“‘sanctity”’ 
of their obligations to us. 

We cannot discuss the history of the post-war decade in detail. 
Suffice it to say that it was a long record in all countries of the struggle 


of political passion and legalistic thinking with the stern realities of 


economic life. The struggle was reduced in intensity from time to 
time by so-called “expert’’ reports which within the limits allowed 
by politics would draw into the battle a modicum of economic sense. 
But while “sense’’ would in this way limit the totals for which 
debtors would admit liability, politics would turn from the signature 
of a new and /Jower reparation or debt agreement to the signature of a 


© British note on the debts, Cmd 4210—United States No. 4 (1932). Also New York 
Times, December 2, 1932. 
"Cf. Harry D. Gideonse, The International Bank (Rutgers University, 1930), chap. I. 
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new and higher tariff law, thus destroying whatever concessions had 
been made in the debt agreement by making it harder to earn the 
smaller sums in the creditor’s exchange upon which agreement had 
finally become possible in the new “solution.” 

In the United States, Congress laid down the principles which 
were to govern the American representatives in debt negotiations 
in the Act creating the World War Foreign Debt Commission of 
February 9, 1922. In this Act Congress refused to grant the Treas- 
ury’s request for full bargaining powers and defined in some detail 
the limitations of the bargaining power of the Commission. Thus 
it was provided that nothing in the Act should be construed “to 
authorize or empower the Commission to extend the time of maturity 
of any such bonds or other obligations due the United States of 
America by any foreign government beyond June 15, 1947 or to fix 
the rate of interest at less than 4.25 per centum per annum.” The 
Act also provided that the Commission had no authority to allow 
“cancellation of any part of such indebtedness except through pay- 
ment thereof.’’ In other words, Congress tried to lay down the rate 
of 4.25 per cent interest as an irreducible minimum and it also tried 
to force repayment of the principal of the debts within the 25 years 
that were to follow the enactment of this legislation. Both efforts to 
limit the bargainias; power of the Commission were given up under 
the pressure of thafrets of the case. It was only the first of a series 
of defeats for t; ongressional ‘men of principle’? who sought to 
recast the thegif ,pf international trade in the image of a “Buy 
American’’ movement. 

Grudging concessions to reality came in the negotiations with Great 
Britain, although the first government to appear before the Com- 
mission was that of the French Republic which informed the Com- 
mission that the terms stipulated by Congress were ‘‘not acceptable 
to France.”’ In the negotiations with Great Britain the Commission 
ultimately accepted a period of sixty-two years instead of the twenty- 
five years demanded by Congress and it also agreed to a rate of in- 
terest of 3.5 per cent during the last fifty-two years instead of the 
4.25 per cent stipulated in the debt-funding act. The longer period 
served to make the annual payments smaller while the 3.5 per cent 
rate was an admission of the soundness of the British contention 
that the United States itself was not over a long period of years pay- 
ing more than this rate. 

After Congress had approved these modifications, the way was 
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paved for more marked concessions in the case of other debtors. As 
a matter of fact, in the end we showed a not unreasonable capacity 
to face the facts of the international economic situation. Congress, 
however, made it impossible for our representatives to claim credit 
for such reasonableness as we ultimately permitted, by its rigorous 
insistence on the fiction that our debt-funding agreements did not 
effect any cancellation at all since we insisted on the inviolability of 
the “principal’’ although in fact, by judicious juggling of the interest 
rate, substantial reductions were granted to our debtors on the 
economically somewhat specious ground of their respective ‘“capa- 
cities to pay.’’ Our stubborn affirmation that we were intent on 
getting all that our debtors were “capable of paying’’—could one 
get more?—and our equally stubborn insistence that the “ principal ”’ 
was sacred, have had not a little to do with the reputation our policy 
has given us abroad, although an examination of the actual results 
of that policy revealing de facto reductions ranging‘to 80 per cent 
reveals considerable flexibility when the facts of the situation 
seemed to demand it.” 

The interest rate was modified in a varying degree in all debt 
settlements. Calculated as an average over the entire period of the 
payments it works out at 1.8 per cent for Belgium, at 1.6 per cent 
for France, and at 0.4 per cent for Italy. If we t y to work out the 
present value of these payments at a reason*+ current rate of 
interest we arrive at the figuresin Table I forthe « ctions to which 
we have already agreed in the present debt-fi ra ng agreements. 

While these facts are impressive evidence of ovr willingness to 
revise our policy in accordance with new facts, they should be studied 
in the light of the radical changes which have taken place since these 
debt-funding agreements were signed and ratified. The reductions 
to which we have in fact consented correspond roughly to the defla- 
tion in the world price level which had taken place since the time in 
which these debts were originally contracted. In other words, the 
new debt-funding agreements, even at their reduced totals, called for 
about the same movement of goods and services as the original 
figures.% Since 1929, however, prices have shown another drop of 

12 For details concerning the activities of the World War Foreign Debt Commission, cf. 
Annual Report of the Secretary of the Treasury, 1925-26, pp. 55 ff. According to Treasury 
figures made available on December 10, 1932, the total of the payments received by the 


United States on the war, supply and relief debts—including the payments on December 


15, 1932—was $2,726,266,808. 

18 In Professor Taussig’s words: ‘‘We charged high prices for the goods that we sent out 
in 1917-19. ‘Charged’: this is a misleading term. No one deliberately charged high. But 
the plain fact is that the circumstances of those years were such that the goods which the 
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TABLE I 


AMOUNT OF REDUCTION IN THE AMERICAN 
War Dest SETTLEMENTS* 


(In millions of dollars) 








Percentage Re-| Percentage Re- 
Debt Prior to | duction Based | duction Based 
Funding, on Present on Present 
Country Including Valuation of Valuation of 
Interest at {Funded Debt on/Funded Debt on 
Original Rates| a5 Per Cent Ja 4.25 Per Cent 





Basis Basis 
a ee 34.6 74.1 70.5 
ee ee 483.4 60.3 53.5 
Czechoslovakia ... 123.9 37.0 25.7 
BORONIA 4a 8S 14.1 29.9 19.5 
RRO cs ie ale 4s 9.2 29.8 19.3 
France ete ae 4,230.8 60.3 52.8 
Great Britain .... 4,715.3 30.1 19.7 
Greece 19.7 72:3 67.3 
Hungary marry 2.0 30.0 19.6 
Sa ae ee 2,150.2 80.2 75.4 
Peeeee ks Se Le 5.9 29.8 19.3 
ee eee 6.2 30.5 20.1 
CAO, oe ko hy 182.3 30.0 19.5 
Rumania ....:. > 46.9 art 25.1 
Yugoslavia .. »-f 66.2 75.9 69.7 
PERE... ounce Aen 12,090.7 51.3 43.1 
Present value of 
total payments. | «cesses 5,888.1 6,879.0 





*Based on a table in Moulton and Pasvolsky, War Debts and World Prosperity, p. 101. 
For an estimate of the present value of the funded debt on a 3 per cent basis, cf. Annual 
Report of the Secretary of the Treasury, 1926-27, table 68, p. 630. At 3 per cent there isa 
slight overcharge for Great Britain and the reduction for France is 35.4 per cent, and for 
Italy 63.6 per cent. Elsewhere the Treasury computes the present value at the rate of 4 per 
cent (total $7,470,000,000) as an offset to the total war expenditures of the United States 
($47,957,272,333-34). Even the most optimistic current valuation would probably not ex- 
ceed two billion dollars, about 4 per cent of the American total money cost of the World 
War. Cf. ibid., table 78, page 647. 


40 to 50 per cent in comparison to the 1926 figures and even a cut of 
the same percentage in the present totals (amounting to a total 
average cut of approximately 70 per cent in the 1922 figures) would 
therefore leave the situation completely unchanged from the stand- 


Allies got from us—the only things they received —were debited to them at very high rates. 
While we put vast dollar funds at their disposal, they got few goods per dollar. Now the 
price situation is quite otherwise; and it will be otherwise, so far as we can foresee, for 
many years to come.”’ 
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point of underlying trade movements. Meanwhile the receipts from 
reparation payments by Germany to the Allies have disappeared, 
and the willingness and ability of the capital market to carry the bur- 
den of these payments has been sharply affected by the depression. 
Clearly then, we again face new facts. 

The United States Government has almost constantly maintained 
the thesis that there is no relation between debts and reparations. 
We have maintained that position since the Conference at Versailles, 
where our unwillingness to reduce our debt claims played a part in 
the decision to leave the reparation problem unsettled in the treaty of 
peace, since any reasonable amount at which reparation might have 
been fixed in that document would have been completely absorbed 
after its transfer to the Allies by the debt claims of the United States, 
leaving nothing whatsoever for the reconstruction of northern 
France and Belgium, the original purpose of “‘reparation’’ payments. 
Legally, we even maintained the fiction of the independence of debts 
and reparations after the impending financial, social and political 
disaster in Germany had forced Washington’s hands and led to the 
sacrifice of public credits in the Hoover moratorium in order that 
American institutions with outstanding private loans might be 
strengthened by the postponement of reparation payments. Legally, 
there is still no valid connection between inter-allied debts and 
reparations. Economically, that connection is indisputable. What 
goes out in foreign exchange over one counter in the Allied ministries 
of finance is closely related to what is received in foreign exchange 
over another. Seventy per cent of the German payments under the 
Young Plan were ultimately destined to reach the United States in 
the form of payments on the interallied debts. 

As one “expert” plan in the reparation problem succeeded an- 
other, the relative vulnerability of these ‘‘solutions’’ became appar- 
ent to investors who had been willing to purchase foreign securities 
which made a supply of foreign exchange available in the debtor 
countries’ banks that should normally have been produced by addi- 
tional trade and services. Furthermore, governments seemed en- 
gaged in a persistent effort to destroy the effects of the successive 
concessions in their various ‘‘definitive’’ solutions. In too many 
respects the plans of the Dawes and Young Committees were those 
of politicians disguised as economic experts. Politics would not hear 
the whole truth, nor would it act to bolster up a partial truth. The 
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Young Plan, as well as the Dawes Plan, was based on the assumption 
that the creditor nations would act to facilitate the movement of 
German trade.“ Ultimately in international trade, a creditor must 
be willing to take more goods or services if even the most modest 
settlement is to stand the test of decades of fulfillment. We all know 
that the United States, the ultimate creditor in the whole interna- 
tional financial settlement, chose the very year of the new Young 
Plan settlement for a radical upward “revision” of its tariff policy, 
a revision that resulted in the highest tariff in our history, and thus 
brought a host of other ‘‘revisions’’ in other countries in its wake. 

A debt settlement involving sums of this magnitude which does 
not at the same time introduce a certain stability in the conditions 
of international trade contains within itself the microbes which will 
ultimately cause it to perish. To reduce debts and reparations 
moderately because of a strongly political evaluation of the debtor’s 
“capacity to pay,’’ and at the same time to increase tariffs and 
other trade obstacles which make payment of the smaller sums more 
difficult, is to commit the most obvious economic inconsistency. 
Ultimately, therefore, the responsibility for the present unhappy situ- 
ation does not lie in the inadequate recommendations of our various 
~ expert’’ committees, but rather in the unwillingness of the various 
creditor governments to translate the logic of the successive settle- 
ments into commercial policy. 


IV. ARE WE WILLING TO RECEIVE PAYMENTS? 

The chief difficulty in the entire problem is the failure to under- 
stand the fundamental economic differences between payments on 
domestic debts and payments on debts in which the debtor collects 
his money in one currency and pays it to his creditor in another. Most 
of the discussion turns around the debtor’s willingness or respec- 
tively, capacity to pay; very little attention is devoted to the credi- 
tor’s willingness or respectively, capacity to receive payments. 

If the debts had been expressed in terms of tons of coal, bushels of 
wheat, bales of cotton, and so forth, the problems involved would 
have been clear to everyone. The debtor nations would then collect 
from their citizens by means of taxation the required sums and would 
then buy in their own national markets the quantities of goods which 


4@Cf. Harry D. Gideonse, ‘* The Reparation Settlement of 1930,'’ Foreign Policy Associ- 
ation Information Service, May 14, 1930. 
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were desired. The creditor nation would then have had the respon- 
sibility of disposing of these goods in its own domestic market and it 
would have been clear to everyone—including the tax payer in the 
creditor country—what was involved in receiving the payment. 
Conceivably a soviet economy with centralized responsibility could 
be enthusiastic about a series of payments of this type extending 
over sixty years. Such payments would render it possible to transfer 
national capital and labor to other industries while the foreign ship- 
ments took care of, say, the supply of shoes and chemicals. Under 
our own competitive capitalistic economy, the payments will mean 
sixty years of additional competition to our national producers of the 
articles which were chosen as the means of payment. 

The principal obstacle to popular understanding lies in the fact 
that the payments are expressed in money and not in goods. The 
public—and most of our political representatives—visualize the 
matter as comparable to a domestic transaction: the debtor simply 
collects the funds and turns them over to the creditor. The assump- 
tion that the funds collected by the debtor will be acceptable to the 
creditor is, however, invalid in an international transaction although 
it is generally valid in its domestic equivalent. 

Clearly the United States Government desires payment in cur- 
rency with which it can discharge its own obligations. The debtor, 
however, can only acquire such currency in return for his own funds, 
by acquiring credits in the United States, and there are only three 
ways in which such credits can be acquired: 

1. By shipping gold which is acceptable to us because it is 


the basis of our monetary system. 
2. By acquiring dollar exchange earned by the debtor nation 


through the sale of additional goods or the performance of addi- 
tional services. 

3. By signing new promises to pay in this country either of a 
short term or long term character. 


It is hardly necessary to discuss the third method <at this time. 
No market exists in the United States for new issues of foreign bonds 
and although it is more than likely that some resumption will eventu- 
ally take place, it is not likely to be large enough to take care of the 
political debts as well as the private ones. 


8 Even in the present wave of undiscriminating distrust of the gold standard our mone- 
tary authorities remain eager to enlarge their gold stocks. 
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Shipments of go/d might be acceptable in small quantities. When 
sums as large as the debt payments, or for that matter repara- 
tion payments are concerned the method becomes inapplicable. The 
British debt payment in December, 1932, took a very large percent- 
age of the total gold reserve of the Bank of England. The British 
debt as a whole is several times as large as the entire gold re- 
serve of the British Empire. Clearly, gold shipments might help in 
a short run problem, but for the period of two generations which is 
contemplated in the debt-funding agreements with the Allies, they 
would be unsatisfactory. They would accomplish nothing but the 
unsettlement of our debtor’s monetary and banking system.'* The 
example of Germany before the Dawes Plan and of England since 
her departure from the gold standard stand before the world as 
warnings of the essentially unsound character of reliance on gold for 
the discharge of such large debts. 

The present international distribution of gold—admittedly a 
cause of the breakdown of the gold standard and one of the serious 
obstacles to recovery—is itself the outcome of the large political 
transfers of recent years. The connection between payments on 
intergovernmental debts and the increase of gold reserves is sug- 
gested by the table on page 25. 

16 During the post-war decade the payments on reparations and debts encouraged defla- 
tionary tendencies in Europe—the price decline began in Germany fully two years before it 
reached the United States—and made credit expansion possible in the United States. There 
are some who would re-commence the entire chain of events by once again draining Europe 
of her gold reserves. In the Draft Annotated Agenda submitted by the Preparatory Commis- 
sion of Experts for the coming World Economic Conference (League of Nations, 1933. II. 
Spec. 1) the experts declare that ‘‘these debts will remain an insuperable barrier to economic 
and financial reconstruction”’ and that ‘‘it is essential that this question shall be settled.” 
The subject is not included in the Agenda because the United States government did not 


desire its discussion, but the quoted statements occur in the introduction to the report of the 
experts and were signed by the entire committee, including the American members. 
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GoL_p MovEMENTsS AND INTER-GOVERNMENTAL PAYMENTS!” 

















Vhen 
ara. | aoe (In millions of dollars) 
= =—Sh (ahs (mee 
J Increase of Gold 
we Reserves Less 
itish | Reparations Increase Than (-) or in 
| re and War Debt of Gold Excess of (+) 
; Receipts Reserves® | Reparations and 
Ip in War Debt 
ch is Receipts 
they | January, 1925 to De- 
the | cember 3Ist, 1928: 
The | Se ee 557 + 2094 - 263 
; United States ... 807 — 457 — 1,264 
ince | mn oe ie eee 
4 1,36 - | - 1,52 
| as } January Ist, 1929 to 304 3 37 
for | June 30th, 1931: 
Ee a a 343 + 940 + 597 
: United States .. . 555 + 743 + 188 
a i — 
898 1,68 8 
ous Total, January 1925 : . tT 785 
ical | to June, 1931 . . 2,262 + 1,520 - 742 
on 
ae" Members of the Gold Delegation of the Financial Committee of 
} the League of Nations commented on these figures in the following 
-fla- : 
eit | terms: 
a “In the first period, one of stability and ordered progress, 
- the United States, as already indicated, lent abroad, mainly to 
: Germany, sums more than sufficient to make gold movements 


mic 


d.”” in settlement of reparation and war debt payments unnecessary, 
rhe | while France accumulated large short-term balances abroad. 
In the second period, one of profound disturbance on the other 
hand, France and the United States together not only collected 
the ‘‘ whole of the reparation and war debt payments in gold, but 
also converted balances accumulated abroad during the earlier 
period into gold and withdrew them. As the table shows, it 
may be said with truth that reparation and war debt payments 
collected from January 1925 till 1931 (amounting to about 2,262 
| million dollars) have, over the whole period, been received in 
gold, with the exception of about 742 million dollars, since the 
increase in the total gold stocks of these two countries derived 
from foreign supplies of gold during the period amounted to 
somewhat more than 1,500 million dollars. Had these two 

1” Report of the Gold Delegation of the Financial Committee. League of Nations, 1932. 


f 
Il, A. 12, p. 66. 
18 Excluding gold delivered to the Central Banks from domestic hoards and from domes- 


tic gold production. 
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countries not received reparation and war debt payments, they 
would obviously not have been in a position to draw these sums 
of gold to themselves. No doubt a country’s balance of pay- 
ments is the combined result of all the factors entering into this 
balance. But if factors of an extraordinary character enter into 
the balance and if, in consequence, a surplus result, which must 
be settled in gold, then it is reasonable to conclude that these 
extraordinary factors are the cause of this result. Thus, it may 
truly be said that the payment of reparations and war debts has 
been the basic cause of this one-sided distribution of gold. In 
the normal course of international trade and in the absence of 
these abnormal influences, such a surplus in the balance of pay- 
ments could never have arisen. 

‘Reparation and war debt payments had, in fact, laid such 
an enormous burden on the gold-standard system of the world 
that it was impossible for this system to carry it, and therefore 
the system had to break down.”’ 


The consideration of payments through larger sales of goods and 
services by the debtor nations brings us to the method which has 
constantly been placed in the center of the discussion by economists 
and all others familiar with international trade. It is not necessary 
to increase the direct trade of the debtor with the creditor. It is 
conceivable that the debtor might sell more goods to South American 
countries which, in their turn, might sell more goods to the United 
States. It is essential, however, that some one sel/s more goods and 
services in the American market than were sold before so that the 
dollar exchange earned in this fashion might become available 
through the world’s banking centers for purchase by the Allies’ 
treasuries. If no additional sales are made in the American market, 
the alternative method to acquire exchange will be to curtail the 
purchase of American goods and services. There will be increased 
pressure on American trade in any case. Either we buy more goods 
and services ourselves, or our debtors sell more to third parties to 
which we ourselves would like to sell,!® or our debtors make an effort 

19 The idea that triangular trade would provide the means of payment, has been a 
favorite argument of Mr. Hoover. It appeared in his first address on the debts at Toledo 
on October 16, 1922, and it was reiterated in his last message on the question (December 19, 
1932). Itis an argument that often reappears in political discussions and it might be well 
to reproduce the conclusive answer that was given to the Toledo speech by Professor E. R. 
A. Seligman, of Columbia University, in an article in The New York Times of November 5, 
1922 (reproduced in the author's Studies in Public Finance, pp. 44-58): 

‘** But even if the Allies could pay, the question arises: Should we demand that they pay 
now and forthwith? If they have the ability to pay, have we the capacity to receive? 

‘*Mr. Hoover seeks to answer this question in the affirmative by telling us of the three- 
cornered trade; of the fact, familiar to every tyro, that a nation in international trade may 
acquit its obligations to another country by transferring the debits to a third country, which 


stands in an opposite relation. Mr. Hoover endeavors to quiet our fears about the danger 
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to become independent of American sources of supply in order to 
relieve their exchange market of undue pressure. 
The second British Note to the United States Government, pub- 


lished on December 1, 1932, dealt with this problem in the following 
terms: 

Payments across the exchange, restricted as they are by the 
effect of tariffs and trade barriers, are essentially different from 
payments made by the taxpayer in his own currency, and the 
burden of these vast intergovernmental debts must be judged by 
comparison, not with the volume of internal revenue, but with 
the balance of trade. 

So long as debtor nations are compelled by every means to aug- 
ment their export surpluses in order to meet these intergovern- 
mental debt burdens, they cannot play their part in the normal 
economic operations of commerce, and their diminished pur- 
chasing power will reflect itself in diminished receipts for the 
producers in the creditor country, with consequent fall in prices, 
depression of industry and unemployment. 


Immediate and caustic comment to the press by our representa- 
tives in Washington described this reply as a British “threat of 
reprisal.’’ John Maynard Keynes has quite appropriately pointed 
out that: 

It is the duty of the creditor not to frustrate payment. 

The only means by which we can pay large sums to America 

reduce, in the long run, to two. We can pay a few installments 

in gold, but we don’t produce gold and the debt is many times 





of European countries exporting to us a surplus of manufactured goods, which would stop 
the wheels of our industry, by saying that this surplus may come in the shape of raw ma- 
terials which we need—rubber, silk, coffee, cocoa, or what not. 

“Is this true? Will Europe be able to send more to the tropics unless she has an export- 
able surplus? And how will an increase of European exports create an augmentation in the 
capacity of the tropics to supply, or in the readiness of the United States to demand, more 
raw materials? Let us concede, however, that the tropical countries will send us more 
rubber, tin, silk or coffee, and that the European debtors will send their manufactured goods 
to the tropics instead of to the United States. What will then happen to our exports to 
China, South America and Africa? If the rubber and coffee are sent out by them to pay for 
more goods received from Europe, what will there be left with which to buy goods from the 
United States? It makes little difference to us whether the wheels of industry are stopped 
here because of the plethora of exports from Europe into the United States or because of the 
inability of the United States to send its wares to the tropics. In both cases there will be a 
falling-off in the demand for our products. 

“‘No explanation can obscure the fact that, despite the three-corner trade, a nation’s 
commerce must be envisaged asa totality. If the rest of the world pays a debt by exploring 
more goods, whether to us or to another country, it makes it harder for us to export the 
usual quantity of goods in return. The reason why, under normal conditions, exports are 
mutually profitable, is that the exporting country is thereby enabled to secure imports, that 
is, to buy commodities. It is a matter of give and take. But when, in order to pay an 
immense debt, the rest of the world has to increase its exports to us, there is nothing to call 
for imports in return; and with this cessation of our exports to foreign countries our fac- 
tories will close, our industries will languish and a period of depression will set in.”’ 

It might be added that our total purchases of non-competitive products, such as these 
South American raw materials, are substantially less than our total exports. 


[27] 








502 


greater than our total stock. This, therefore, is an emergency, 
not a normal, means of payment. There can, in the end, be 
only two means of settlement—directly or indirectly, we must 
sell more goods to America, or buy less from her. 

If the Americans will send us a list of our produce of which 
they would like to buy more, we will take steps to ship it, and if 
they will schedule a list of those of their goods which they would 
like us to refrain from buying, we will try to cut down our pur- 
chases. Or, we can achieve the same results by triangular trade 
through the intermediary of a third country. 

For example, we might, in return for trade concessions, makea 
bargain with Argentina that they should buy from us goods 
which they now buy from the United States, thus providing us 
indirectly with exchange wherewith to pay our debt. If the 
Congress desires us to negotiate on these lines, let them say so. 
But, when we are told by Congressmen that the suggestion of 
buying less is a reprisal and that the offer to sell more is an 
injury, the obligations of honor wear extremely thin. 


The efforts of European countries to grow their own cotton and 
wheat are not without relation to our debt and tariff policy. To be 
sure the wheat and cotton may turn out so be more expensive than 
our American product, but it can be paid for within the debtor’s 
own monetary system. Thus Germany finds it to be “‘cheaper’”’ to 
buy her own expensive wheat which is ‘‘cheaper’’ because the marks 
paid to her own people do not make it necessary to increase the sup- 
ply of foreign exchange in the German banks which would be re- 
quired for payment of the really cheaper American product. Such 
a supply of foreign exchange would only be available if German 
traders had sold additional goods and services to foreigners, or if the 
banks had been able to attract new foreign credit. Meanwhile Ger- 
man labor pays more for food than is necessary and the American 
farmer gets a bankruptcy price for his products.*° 


20 Efforts to mask this by depreciation of the currency, or by subsidies from either the 
Treasury or the consumers of farm products, result at the very best in the shifting of a por- 
tion of the loss to other groups in the American population. 

The present Secretary of Agriculture, Henry A. Wallace, is well aware of the relation of 
the debts to the American farmers’ difficulties. Ina speech, delivered on August 9, 1933, he 
stressed the thesis that both debts and tariffs will have to be adjusted to revive American 
farm exports. 

‘*We can’t eat our cake and have it too. If we are going to insist on payments of the 
debts, we shall have to abandon all hope of a healthy export trade in farm products for a 
long, long time to come. 

** If we want to sell farm products abroad in somewhat near the old quantities, then we 
shall have to change our minds about the debts. 

“If we wanted Europe to pay her debts to us, we should, logically, have encouraged her 
to ship goods here. . . . Our farmers plainly should have clamored for lower tariffs to let 
European goods in. 

‘‘We need more realistic thinking about these matters of tariffs and foreign debts than 
we have thus far had. Nowhere is the need greater than among our farmers. I know of no 
group so implacable in the matter of foreign debts, for example and at the same time equally 
determined to force farm products on the world market."’ Cf. Chicago Daily News, 


August 9, 1933. 
[ 28 ] 
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The immediate answer to any effort on the part of nations to in- 
crease their exports to the United States is, however, a demand on 
the part of American producers for more “‘protection,’’ which will, 
of course, make payment more difficult. Every effort on our part to 
reserve our “home market,’’ will lead to retaliation on their part so 
that by buying less of our goods they might have a larger supply of 
dollar exchange available for debt payments. Presumably the 
answer to such retaliation will be more “protection’’ in the United 
States until in the end international trade shall have ceased and we 
can point with great indignation to our debtors’ lack of honor when 
as a matter of fact it was our own unwillingness to receive pay- 
ments that made our debtors unable to make them. 

It is also necessary to stress the fact that increases in our debtor’s 
trade and services are required. Their present supply of foreign 
exchange goes for the present trade and services of creditors. If 
these exports of the creditors are not to be curtailed—and no one in 
the creditor nations desires that—the new trade and services of the 
debtors must be in addition to their previous trade. Furthermore, 
it is not enough that it should be an increase of 400 million dollars 
if the debt payments seem to require such an amount, but it must be 
an increase that is much larger in scope than the payments that are 
expected because all exports presuppose certain imports of raw 
materials and services which are essential in the production of the 
goods that are to be exported. In other words, debt payments of the 
type involved in the financial liquidation of the World War will make 
it necessary to broaden the scope of trade considerably and this in a 
period of lower price levels will only be possible with a sharp reduc- 
tion in the present trade barriers, particularly in creditor countries. 

The present insistence in certain American circles that America 
must somehow gain larger export markets from the debt negotiations 
is therefore—to put it mildly—quite beside the point. An inter- 
national debt is not paid by creating markets for the creditor’s 
products in the debtor’s markets, but rather by opening the creditor’s 
markets to world trade. If we are really interested in additional 
markets for our exports and in debt payments as well, then such a 
double objective can only be obtained by a still lower tariff in the 
United States enabling our debtors to acquire not only sufficient 
quantities of dollar exchange for debt payments but also an addi- 
tional purchasing power for American exports. 
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This relationship of the ability to pay a foreign debt and the bal- 
ance of trade of both debtor and creditor—as well as all of the other 
countries indirectly when amounts of the present magnitude are 
concerned—is almost wholly ignored in current political discussion, 
The economist for one of the larger New York banks put the matter 
rather succinctly when he criticized the notion that the Germans 
could pay reparations if disposed to do so, by each drinking one glass 
of beer less per day, and pointed out that even if the German people 
abstained from beer completely it would make no difference in their 
ability to pay reparation unless the creditor countries were willing 
to receive additional imports of beer or some other German product. 
In current American discussion the same error is often made with 
regard to the armaments expenditures of our debtors. Even if Great 
Britain cut her armaments by one-half it would not increase the 
quantity of dollar exchange in her banks. The bills for French 
armaments are paid for in French francs, the relationship to her 
ability to pay on a foreign debt is at the very best an indirect one 
through the effect of taxation on the costs of her exports and services. 
While present armaments expenditures, therefore, prove little as 
to our debtor’s capacity to pay a foreign debt, it is possible to main- 
tain that a revision of debts that had hitherto been paid might free 
funds in the debtor nation for additional armaments. This is un- 
doubtedly a strategic point to watch in the coming international 
negotiations, but since items for debt payments no longer appear in 
the budgets of our leading debtors, it is not likely to be of great 
practical importance.*! 


V. THe SpeEcIAL CASE OF FRANCE 


The revival of the debt controversy has led to unusual outbursts 
of sentiment against France which is partly due to the persistent 
anti-French campaign of some of our newspapers and popular maga- 
zines as well as to France’s apparently complete misunderstanding 
of the American political scene. 

France's case for the revision of the debt settlements has not been 


21 The question is usually discussed in terms of sentiment on both sides of the Atlantic. 
Thus Mr. W. S. Churchill is quoted in Gleanings and Memoranda of January, 1933 (p. 17), 
as having said that he ‘‘did not admit for one minute that there was the slightest connection 
between debts and national defense. The debts of a nation affected its credit. The defense 
of a nation affected its sovereignty, and sovereignty was in a different sphere altogether 
from anything connected with finance or credit.'’ Needless to say, Mr. Churchill's romanti- 
cism has little in common with the statement in the text even if the conclusions are similar. 
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based on her ‘“‘capacity to pay.’ The French Republic never gave 
the United States an unqualified signature comparable to that of 
Great Britain. France consistently maintained that her payments 
to us would have to be met by her receipts from Germany. Our 
Senators included the German payments as part of the French 
“capacity to pay,’’ and most important of all, the ratification by 
France of the debt-funding agreement with the United States was 
based on reports in both the Chamber of Deputies and the Senate 
which described the Mellon-Berenger Treaty and the Young Plan 
as a “homogeneous and indivisible’’ whole, while a parallel resolu- 
tion in the French Chamber assigned the German receipts to the 
American payments, thus establishing a budgetary link that has not 
proved to be without psychological significance. 

Furthermore, for twelve years France found the United States 
Government denying the existence of a link between Germany’s 
reparation payments and her own debt payments, until suddenly 
when our own banking interests in Central Europe were endangered, 
we forced France and the rest of Europe to accept our Hoover 
Moratorium which was based upon the interdependence of these 
payments, since we told our debtors that we would postpone their 
payments to us if they would postpone the payments which the 
Germans were supposed to make to them under the Young Plan.” 
When the final documents embodying the legal formulation of the 
Hoover proposal were signed, we again went through the flimsy 
make-believe of isolationism: all other governments were repre- 
sented by responsible delegates, the United States only by observers 
who did not sign the formal agreement, since, as the State Depart- 
ment told the newspapermen in Washington, this was considered 
an arrangement involving ‘only European relationships.’’ The 
emergency had forced us to face the facts as they really were. We 
were determined, however, not to let the facts interfere with our 
theories. For a people that prides itself on its practical sense that 
was an odd position indeed. To the French who are supposed to 

2 For an excellent statement of the French position during the post-war <cecade, cf. 
Lucien Petit, Le Réglement des Dettes Interalliées (1919-1929), Paris, 1932. 

23 In the words of the Secretary of the Treasury, we offered ‘“‘to suspend during the 
fiscal year 1932 all payments due the United States on account of indebtedness of foreign 
governments, provided that the important creditor powers would take similar action with 


respect to payments due them on intergovernmental debts.’ Cf. Annual Report of the 
Secretary of the Treasury, 1930-31, p. 83. 

Only Yugoslavia failed to accept. Arrangements for the repayment of the postponed 
sums during the ten years beginning July 1, 1933, are described in the Annual Report of the 
Secretary of the Treasury, 1931-32, pages 34-35 and 288-308. 
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represent the “logical’’ or “legalistic’’ position in international 
relations, the fact that American initiative had broken the German 
will to pay, in so far as it still stood behind the Young Plan, was the 
significant new element in the problem. 

The next scene in the drama took place at the White House and 
at the Lausanne Conference. President Hoover and Premier Laval 
met in Washington in October, 1931, and at the end of the con- 
versations a joint declaration by the two statesmen was issued in 
“recognized” that prior to the end of the Hoover year 
of postponement some agreement in so far as “intergovernmental 
debts’’ were concerned might be necessary “covering the period of 
business depression.’’ The statement also contained the sentence 
that “the initiative in this matter should be taken at an early date 
by the European powers principally concerned within the framework 
of the agreements existing prior to July 1, 1931."". In other words, 
the Allies were first to straighten out reparation matters under the 
Young Plan and after that “initiative’’ had been taken, they would 
come back to discuss the “intergovernmental debts” in which 
Washington had an immediate interest. They took this initiative 
which finally led to the Lausanne agreements in which well over 
ninety per cent of the German obligations were permanently can- 
celled. This achievement was more impressive than had been ori- 
ginally expected in view of widely held opinions with regard to a 
supposed French rigidity and “lack of realism’’ in these matters. 
The agreement was publicly approved by the Washington adminis- 
tration. When the Allies renewed their negotiations with Wash- 
ington, however, they were told that they must pay, and uncondi- 
tionally. Is it surprising that Frenchmen feel almost unanimously— 
it is true even of the group of deputies who supported M. Herriot— 
that payment under such circumstances might be interpreted as 
legal recognition of the unmodified validity of the original debt and 
a waiver of the defense contemplated? 

Another “logical”’’ grievance of the French in the debt problem 
is concerned with the American desire to establish a link between 
debt payments and armaments expenditures, while we deny the link 
between reparations and inter-allied debts. The absence of any 
direct economic relation of armaments and debts is discussed else- 
where in this essay. French armaments have no direct connection 
with our debt policy but are related to European “security.” If we 
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should combine a new debt settlement with some degree of partici- 
pation in the responsibilities for the “organization of peace,’’ the 
link between armaments and debt payments could be established. 
Without the will to co-operate more fully on such arrangements, 
our constant carping on the new “armaments race’’ in Europe, will 
probably provoke nothing but the obvious retort that our own 
armaments expenditures have increased fully four times as rapidly 
since 1913 as those of our leading European debtors.* 

In the long run the French case will rest on the same economic 
grounds as that of Great Britain. The temporary accumulation of 
gold will not change the situation over a long period of years. The 
peculiar circumstances of the French stabilization and the fact that 
France seems to have been about “two years behind in the depres- 
sion”’ led to greatly enlarged gold reserves which are likely to dimin- 
ish quite rapidly as the balance of international payments becomes 
more normal. While the immediate payments would not raise any 
transfer problems in France because of the present gold holdings, 
the ultimate effect of payments by France will be comparable to 
those which would follow the British efforts at fulfillment. 

It might be well to say a word about two other questions which 
always arise in public discussion in the United States although they 
have no clear relation at all to the real merits of the problem. Ameri- 
can press propaganda has so often repeated the tale of the French 
“raid’’ on the dollar and of a supposed relationship of French and 
Japanese policy with regard to Manchuria, that the burden of proof 
is almost on the person who denies the existence of any valid evidence 
to bolster up either of these myths. No evidence has ever been 
presented by any of the publicists who reiterate these stories. The 

% Facts with regard to our armaments expenditures receive much more attention in 
foreign newspapers than in our own, and vice versa. The mishandling of all these issues 
in the daily press is responsible for much of the tension and confusion. With a few out- 
standing exceptions, such as The New York Times, our press has seldom reported the real 
case of the French, just as for that matter the French newspapers ignore the American view. 


It might be well to meditate the following two paragraphs of editorial comment in two promi- 
nent “‘right’’ journals. 

Le Temps: ‘‘The President of the United States insists that what he believes is a formid- 
able increase in military expenditure constitutes one of the most important factors in the 
world-wide disequilibrium of national budgets with an unfavorable effect on credit and on 
monetary systems. But no country in the world has increased its military expenditure to 
the same proportion as the United States have increased theirs, even though their country 
is not exposed to any danger and its only preoccupation has been to obtain naval parity 
with Great Britain."’ 

Le Journal des Debats: ‘‘After having denied a link between reparations and debts, 
Mr. Hoover, with an unbelievable lack of conscience, would establish a link between debts 
and disarmament. And what is going to be the end of this fine international policy: 1. 
Germany will pay nothing but will have the right to arm; 2. France will pay but will be 
obliged todisarm? Our reply is‘no.’ ""—Cf. New York Times, December 21, 1932. 
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Bank of France did, in fact, withdraw substantial deposits from 
New York early in 1932 as did many other countries including 
Switzerland and the Netherlands. Gold standard countries had 
lost heavily when England went ‘off the gold standard”’ by the 
depreciation of their deposits in London, and, in view of the panic 
which then existed in the United States, sought to safeguard them- 
selves against similar losses in case of an American move in the same 
direction. It seems unreasonable to expect of foreigners more con- 
fidence in the American situation than Americans had themselves 
and it is only necessary to recall the atmosphere which existed in 
this country at that time, and perhaps to reread Mr. Hoover’s cam- 
paign speeches about the panic in Washington, to see clearly that the 
foreigner could hardly be blamed for the anxiety which was shared so 
widely in this country. It is also well to remember that the French 
withdrawal took place in close co-operation with our Federal Reserve 
officials. ‘‘Raid’’ stories have never had official American backing, 
They originated in our jingo papers which were looking for a foreign 
‘“goat.’’ As a matter of fact, it is hardly plausible that France 
should have aided an effort to push the last large power ‘‘on”’ the 
gold standard into suspension of gold payments since such action 
would have isolated France completely in its adherence to gold as 
a monetary standard. Curiously enough, once the United States 
had suspended gold payments—unlike Great Britain it did so volun- 
tarily—the talebearers changed their tune. Now the same France 
that had engineered “raids’’ on the dollar, was groomed as the 
leader of a “gold bloc conspiracy’’ with the ignominious desire to 
bring the United States back to the gold standard! 

In the Manchurian case the evidence is even more paltry. Most 
observers agree that it was mainly the handling of the case by MM. 
Briand and Paul-Boncour that kept the legal record clear from the 
standpoint of the Covenant of the League of Nations when vigorous 
action seemed out of the question. It seems quite clear also that Sir 
John Simon has frequently been more sympathetic to the Japanese 
than the French Foreign Office. It is impossible to forecast, of course, 
what the effect of an American effort to isolate France in the debt 
question might be on Franco-Japanese relations. 

The rigidity of the American position in December, 1932, drove 
one of France’s most conciliatory and statesmanlike premiers from 
office. No one could afford to risk a prophesy as to the possible con- 
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sequences of a continued tension in Franco-American relations. In 
the present unsettled diplomatic relations in Europe with the covet- 
ous eyes of both Italian and German fascism fixed upon the posses- 
sions of France and the powers that achieved their independence in 
the World War, it might be well to consider whether it would not be 
ultimately far more costly to isolate France in the debt controversy 
than to deal with her in a generous and comprehensive settlement. 
Any effort to disassociate France and Great Britain at the present 
time is a step toward further instability in European and therefore 
world politics. Thus far the French official attitude has remained 
remarkably sober in view of the rising tide of ‘‘revisionist’’ sentiment 
elsewhere. If a pacific settlement of these issues is to be achieved— 
and in that case much will have to be conceded by France and her 
associates—it will only be possible with a democratic and conciliatory 
administration in Paris. Efforts to isolate France in the debt con- 
troversy will simply accentuate the “persecution” obsession which 
is already so characteristic of French politics, and they might well 
lead to the establishment of as blatantly nationalistic a régime in 
Paris as can already be found in office in Berlin and in Rome. 


VI. ENLIGHTENED SELF-INTEREST 


Most of the current discussion of the war debts is irrelevant. This 
sweeping statement holds for much of the material presented in this 
essay. It doesn’t really matter whether the Allies “hired” the money 
or not. Nor is it vitally important—except as a matter of historical 
accuracy—whether we intended the credits to be real loans or con- 
tributions in a common cause. It does not even aid to the under- 
standing of our present problem to establish that most of the money 
was spent in this country and that the overwhelming majority of 
the credits were spent for war purposes. Least of all does it matter 
what we now think of the wisdom of American participation in the 
World War. The only significant questions at this time can be 
phrased as follows: How can the loans be repaid? Is it to our interest 
to compel such repayment? 

Moral and legal arguments are open to discussion and to subjective 
appeals. The economic question formulated above is more likely 
to receive an objective answer. With present trade barriers in the 
form of tariffs, quota schemes, exchange controls and other direct 
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and indirect devices, world trade is rapidly disappearing. The 
creditor is destroying the debtor’s ability to pay. Large fixed politica] 
debts might be payable if world trade were growing and they con- 
stituted a small percentage of the total sum of transactions. As it is, 
however, the rigid nature of these obligations makes them an ever 
increasing percentage of the total balance of payments.* 

For those who have eyes to see, the newspapers are full of indi- 
cations as to the economic consequences of the payment of these 
debts. In one and the same week we learn that Germany is likely 
to achieve a grain surplus this year and that it is imposing prohibitive 
customs duties on American lard. Ambitious experiments in the 
growing of cotton are being conducted in French and English colo- 
nies. Everywhere in Europe—and the Ottawa agreements are merely 
one example of extra-European tendencies in the same direction— 
countries are striving for independence of American exports, whether 
of an agricultural or industrial type. Much of this is a reaction to 
our own high tariff which is ‘‘coming home to roost’’; most of it is 
inevitable from the standpoint of isolated national debtors in a 
dwindling world market. When the additional exchange cannot be 
earned in the world market—and ultimately in the creditor’s mar- 
ket—an effort will be made to acquire it by curtailment of foreign 
purchases. Agricultural subsidies and tariffs on lard in Germany 
are merely the translation into commercial policy of a desire to honor 
financial obligations on private debts in a world in which the normal 
expansion of debtor nation’s exports is thwarted by the creditor's 
unwillingness to take more of the debtor’s goods and services." 
Without the exchange requirements for debt payments our debtors 
would probably be inclined to bar our exports in retaliation for our 
own efforts to restrict their market in the United States. With the 
additional requirements imposed by both public and private debts— 
additional, that is to say, to the requirements for payment of their 
purchases of American goods or services—it is a certainty that our 
debt policy combined with our tariff policy will result in sharper 
limitation of the world market for our exports. 


Illustrations of the harmful effects of debt payment on our ex- 


% It is beside the point to compare the payments with the total volume of world trade. 
The significant comparison is with the imports—visible and invisible—of the creditor 
country. 

26 The matter was summed up quite effectively in the caption over a war debt article in 
the Canadian Saturday Night (January 28, 1933): ‘U.S. THE REAL WAR DEBT DE- 
FAULTER—Every Brick in U. S. Tariff Wall, Every Dollar Spent on Subsidizing American 
Shipping, Every Effort to Push Exports, Is a Definite Rejection of Payment.”’ 
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ports—including wheat, cotton, tobacco, automobiles, typewriters, 
and hundreds of other products—can be found in almost every day's 
news. American cotton is frequently quoted at a slight price differ- 
ential in European markets because of “financing’’ difficulties.?’ 
Until we suspended our own gold payments, our exports in South 
America met with special competitive pressure because of depreci- 
ating British currency. Our exports to countries with depreciated 
or depreciating currencies dwindled because dollar prices are higher 
in terms of the importing country’s currency. In other words, debtors 
bought less of our goods and, in spite of all tariff walls, sold more of 
theirs. They will continue to do so if we continue to press them for 
payment because this is the only way in which they can finally make 
payment. Now that our own currency is depreciated, we can tempo- 
rarily mask these economic consequences of additional demand for 
our currency by letting it depreciate even further in terms of gold 
currencies. While depreciated currency makes the matter more evi- 
dent to the layman, the normal process has similar consequences. 
This is one reason why Great Britain claims that a debt settlement 
is necessary before she can even consider a new stabilization of her 
currency. A new stabilization would inevitably be imperilled by 
new debt payments, which create a demand for foreign exchange 
additional to the normal needs of trade. A clear understanding as to 
these payments is therefore a condition precedent to monetary 
stability. 

There remains the ever recurring question: Is it not true that the 
American taxpayer will have to take the place of the foreigner in the 
payment of whatever part of the debts is cancelled? The immediate 
answer to that question is ‘“‘ Yes.’’ Obviously we shall have to collect 
the interest and amortization of our bonds ourselves whereas we 
formerly counted on the foreign payments to discharge a part of 
them. But—and it is a crucial “but’’—if the payments are made, 
we shall have set into operation powerful and continuous deflationary 
forces at home and abroad. Ina time in which we are willing to risk 


even the future of our currency in order to establish a new price level, 


27 During the New Era “‘financing”’ often took place with the aid of foreign credits which 
ultimately took a long-term form. Thus American purchases of German bonds made cotton 
exports possible that had been made difficult by our American tariff. Bankers now seem to 
feel that they cannot give credits, except at a premium, because they see no good reason 
toexpect that the traders of their countries will supply a sufficient amount of dollar exchange 
within a reasonable period for repayment. Perhaps our farmers will sometime understand 
that ‘‘Wall Street's capital exports”’ are related to their cotton and wheat prices, particu- 
larly if these same farmers insist on voting for high protective tariffs on their customers’ 


products. 
[ 37) 








512 


it is likely that our relatively small debt collections would be pur- 
chased at a disastrously high price. Our debtors’ demand for dollar 
exchange in addition to the normal needs of trade might easily lead 
to a competitive currency depreciation of creditor and debtor. In 
case of a return to gold the curtailment of our exports, the increase 
of our imports, the depreciation of debtors’ currencies and the re- 
sulting decrease of our debtors’ export prices, will all operate in the 
direction of lower prices and lower nominal incomes. With lower 
nominal incomes there will have to be higher income tax percentages 
to collect the same amount of revenue to cover budgetary needs. In 
other words, it is more than likely that payment will result in rela- 
tively higher taxes to American taxpayers. On the other hand rapid 
revision of the debt settlements will remove a major deflationary 
force from the world market and while it is by no means certain that 
it would lead to recovery by itself, it will certainly remove one of the 
principal influences making for continued depression. It will also 
remove one of the chief obstacles on the road toward renewed mone- 
tary stabilization and the reduction of trade barriers. 

After three years of stark depression one of the most sardonic com- 
ments on our current problems is the thunderous applause with 
which American audiences respond to the slogans ‘ Make the for- 
eigners pay’’ and “Buy American.’’ The policies summarized in 
this fashion are obviously not only mutually contradictory but also 
bound to lead to continued depression. Much of contemporary dis- 
cussion seems to assume that we would be better off if we could 
isolate ourselves completely from the “foreigner’’ and a great deal 
of nonsense is proclaimed from the housetops about the fact that we 
are after all only involved in the world’s commerce to the extent of 
about ten per cent of our total trade. The assumption is then 
promptiy made that we could confidently expect to get on with the 
other ninety per cent once we had written off the troublesome ten. 
It is little understood that the former depend to a large extent upon 
the latter. Thus the price of a mass production article may have to 
be increased to the domestic consumer if the marginal foreign con- 
sumer no longer buys. It is more significant, however, to remember 
that the ten per cent figure is an average. Some branches are depend- 
ent on the export market for the sale of from fifty to sixty per cent 
of their output, such as for instance, cotton. The isolationist policy 
would therefore annihilate the prosperity of the cotton growing area 
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and consequently destroy its share in the purchases of American goods 
in all other branches. In other words, the ninety per cent would 
dwindle because the ten per cent had disappeared. The same would 
more or less hold in all branches. A “self-contained” economy 
could only be purchased—if at all—at the price of markedly lower 
standards of living than those we enjoy at present.** In the present 
situation ‘“‘Buy American’’ campaigns—if effective—simply destroy 
whatever is left of our export market by reducing the foreigners’ 
dollar purchasing power to the extent that the campaign is successful. 
It is part of the irony of the situation that the same “ patriots’’ who 
indignantly denounce the wicked foreigner for his “default,” vigor- 
ously advocate a policy which destroys the last vestiges of that 
debtor’s capacity to pay a foreign debt. Clearly, newspapers and 
public men who really desire the close observance of the “sanctity of 
contract’ should launch a “Buy British’’ and a ‘Buy French” 
campaign accompanied by a vigorous effort to correct the past errors 
of our tariff policy.?* 

We shall have to reduce our tariffs in any case if we are not to risk 
our huge private investments abroad. Estimates vary as to the size 
of the import surplus which we shall ultimately have to accept if 
these debts are to be paid. It will clearly depend upon the extent 
to which we are willing to re-finance and also upon the total “in- 
visible’ imports. All students are agreed, however, that we shall 
have to accept an ‘‘unfavorable’’ balance of trade to the tune of 
several hundred million dollars at the very lowest estimate if the 
foreigner is to be in a sufficiently ‘favorable’ position to repay, 
just as we needed a “favorable”’ balance of trade in the nineteenth 
century when we were paying off our debts to Europe. It is clear that 
the repayment of public debts would impose a still heavier strain 
upon the absorptive capacity of the domestic market. To say that 
this is to sacrifice the taxpayer to the private bondholder is sophistry; 


® For a critical discussion of the current trend toward self-containment, cf. C. S. Tip- 
petts, Autarchy: National Self-Suficiency, Public Policy Pamphlet No. 5, University of 
Chicago Press, 1933. 

29 After our action on the gold clause, the ‘‘sanctity of contract’’ argument has lost some 
of its freshness but those who are impressed with it might be interested in the following 
paragraph from a dispatch by J. M. Keynes to the New York Herald-Tribune (December 11, 


1932): 

- . Sanctity of contract, preservation of which is a matter of serious importance 
toa ‘country with the financial organization of the United States, just as it is to Great 
Britain, cannot be preserved except by the reasonableness of the creditor. It is not an 
immutable law of nature. . . . It is because we are a responsible people that it has flour- 
ished amongst us, not because our laws are more forcible than those elsewhere. Debtors 
are only honorable in countries where creditors are reasonable. If creditors stand on the 
letter of the law, debtors can usually show them how little that law avails.”’ 
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clearly the taxpayer in the higher income tax brackets and the bond 
owner are largely overlapping classes of American citizens. Clearly, 
also, the default of private business credit is a more serious matter 
from the standpoint of “sanctity of contract” as a fundamental 
social institution of our Western capitalist civilization than the revi- 
sion of public loans contracted for war purposes. 

Capitalist civilization is based upon the assumption of a world 
market and a world money. Efforts to squeeze it into watertight 
national compartments must lead to disaster—and there is plenty 
of evidence accumulating that points in this direction. The first 
steps toward recovery must be directed at restoration of the world 
flow of trade.*° Stable currencies and reduced trade barriers are the 
prerequisites. Both depend upon a rapid and radical revision of the 
debt settlements. 

The first step toward recovery was taken at Lausanne. The second 
step should have been taken at the World Economic Conference on 
monetary stabilization and the reduction of trade barriers. The 
Conference at London was condemned to sterility, however, without 
the preliminary settlement of the principal unsettling influence in 
our debtors’ monetary and trade policies, viz., their large additional 
foreign exchange requirements for debt payments. Without such a 
revision of its obligations Great Britain, for instance, could not 
safely undertake the responsibility of a return to the gold standard. 
Failure at London became inevitable, however, when Washington’s 
confusion as to its own objectives became apparent to the entire 
world. 

A great smokescreen of rationalizations has been presented to the 
world to justify the sudden change in American policy. The hoary 
fallacies of economic nationalism are discussed by members of the 
“brain trust” as if they represented a bold and novel departure. 
One of the President’s closest advisers is quoted as saying that the 
World Economic Conference at London failed ‘‘ because it adhered 
to economic ideas that were outworn and because it was too closely 
concerned with saving things that were not worth saving.’’®! In the 
face of such comment it is well to remember that the agenda of the 
conference was drawn up by a representative group of distinguished 

_” Cf. Harry D. Gideonse, World Depression—World Recovery, American Library Associ- 
ation, 1933. 


31 Cf. N. Y. Times, September 10, 1933. Report of a speech by R. Moley at Port Hope, 
Ont. 
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economists from all leading countries, and that the document was 
presented as a unanimous report. It is also well to recall that the 
President of the United States endorsed this program of “outworn”’ 
ideas in his world appeal of May 16 when he said: “The World 
Economic Conference will meet soon, and must come to its con- 
clusions quickly. The world cannot await deliberations long drawn 
out. The Conference must establish order in place of the present 
chaos by a stabilization of currencies, by freeing the flow of trade 
and by international action to raise price levels.’’ 

After we have more fully tested the consequences of our blunt 
refusal to cooperate with the rest of the world, we shall be forced 
by the logic of the facts of the situation to return to the London pro- 
gram. Experience with the wheat and cotton program clearly 
demonstrates that even “economic nationalism” leads to a program 
of international action once it is thought through with some realism. 
The first step will again be monetary stabilization. To take it safely 
it will have to be preceded by reconsideration of the debts. 

There is some reason to believe that we are now somewhat more 
prepared to face the facts. It is now (October, 1933) twenty-eight 
months since the last full payments were received. The amounts 
received in June, 1933, were only 8 per cent of the total due—and, 
in fact, less since Congress with characteristic realism permitted 
payment in over-valued silver although it refused to grant authority 
for negotiations to scale down the nominal totals. The actual pay- 
ments that will take place in the future are not likely to have a serious 
effect on either trade or currency. Legally, however, the existing 
contracts still have a definite bearing on the possibilities of compre- 
hensive monetary action. Psychologically, they still exert a disturb- 
ing influence. We can refuse to admit the facts as they stare us in 
the face and by that refusal we can impede the process of recovery. 

The issue is clearly up to the American people since the Allies 
have wiped the slate clear as far as Germany is concerned. Even the 
most optimistic evaluation would probably place the cash value of 
the war debts at less than four per cent of the American total money 
cost of the World War. Postponement can only diminish the chances 
of eventual collection of anything at all, and it might cause inesti- 

% To the student of the history of economic doctrines, there is some amusement in the 
thought that in the nationalist upheavals which Europe underwent after the Napoleonic 
Wars, similar ‘‘novel'’ ideas about the ‘‘conflict”’ of internal and external stability under 


the gold standard occurred frequently in the pamphlets of the times. Cf. Redvers Opie, 
A Neglected English Economist; George Poulett Scrope. Q. J. E., Vol. 44 (1929), pp. 101-137. 
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mable damage to the present recovery program. The action that 
the present problem calls for is not a matter of altruism and generosity 
toward foreigners on the one hand, and good practical business 
sense on the other. It is rather a case of an enlightened and broad 
view of self-interest leading to the immediate sacrifice of relatively 
unimportant and problematic interests for the sake of an ultimate 
and greater good.* 


%3 The amounts of the amnual payments are smaller than the large totals would suggest. 
The payments received in the year preceding the Hoover moratorium amounted to 236 
million dollars, not quite two dollars per capita. This might be compared with a decline 
of more than twice that sum in customs receipts during the last two years. 
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WAR DEBTS! 
By 
IRVING BRANT 


Member of the Editorial Staff of 
The St. Louis Star and Times 


Q. What are the war debts? 
A. Debts owed to the United States government by our Allies 


in the World War, for loans made to them during and after the War. 
Q. How much were the total loans? 
A. $10,350,000,000. 
Q. How much was loaned before the armistice? 
A. $7,000,000,000. 
Q. How was the money sent to Europe? 


A. The money was not sent to Europe. It was paid to American 
manufacturers, farmers and other business men by a committee of 
the American War Industries Board. 

Q. What for? 

A. Munitions of war, food, cotton and other supplies sent to 
our Allies; transportation, shipping, interest. 

Q. How much was loaned after the armistice? 

A. $2,500,000,000 plus $740,000,000 in relief supplies. 

Q. How was this post-armistice money sent to Europe? 

A. It was not sent to Europe. It was practically all spent in the 
United States for the purchase of war supplies, cereals and cotton 
sent to our Allies. 

Q. Why were these loans made to the Allied Powers after the 
armistice? 

A. The principal reason given by the Secretary of the Treasury 
was that these loans would enable American business men to com- 
plete their war-time contracts with the Allied Powers. If these con- 
tracts were suddenly cancelled, he said, it would have an injurious 
effect upon American business. 

Q. How much of the total loan has been repaid? 

A. Approximately one billion of the principal and two billion 
in interest. 


1 Reprinted by permission from Mr. Brant's Dollars and Sense, published by The John 
Day Company. 
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Q. How much is the total debt now? 

A. About $11,500,000,000. 

Q. How can that be? It was less than that in the first place, 

A. For several years no interest was paid. Part of the accrued 
interest was added to the debt. 

Q. Didn’t the United States cancel a large part of the war debt 
some years ago? 

A. No. There have been two cancellations of interest. 

Q. Why was that done? 

A. The original rate was 5 per cent. Congress concluded that 
was pretty high, so it authorized the Treasury to figure accrued 
interest at 4% per cent, the same as on our Liberty bonds. That 
cancelled part of the back interest. Later, when funding agreements 
were made with the different nations owing money to us, interest 
was figured at a lower rate still. Great Britain’s average interest 
over 62 years is 3.3 per cent, so in the case of the British debt the 
United States cancelled the difference between 5 per cent and 3.3 per 
cent. In the case of France we cancelled the difference between 5 per 
cent and 1.6 per cent. In the case of Italy, we cancelled all but four 
tenths of one per cent interest. 

Q. Why was there such a difference? 


- 


! It was based upon a supposed difference in ability to pay. 


Q. Why should England pay 3.3 per cent while France pays 
only 


= 


.6 per cent? 


-— 


Because England was looked upon as a wealthy, powerful 
nation, while France was poor and struggling. 

How much does England owe? 

$4,300,000,000. 

How much gold has England? 

$800,000,000. 

How much does France owe? 

$3,800,000,000. 

How much gold has France? 

$3,400,000,000. 

Then is France really a poorer and more struggling nation 


OPO>FOPO>?O 


than England? 
A. Not poorer, but more struggling. France struggles much 
harder to keep her gold. 
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Q. With all that gold, why did France refuse to pay the $19,000,- 
000 installment of December, 1932? 

A. Because Germany had stopped paying reparations. 

Q. What did that have to do with it? 

A. The French people had expected to pay the debt with money 
obtained from Germany. 

Q. Had we agreed to that? 

A. No. 

Q. Then why should the French have such an expectation? 

A. It seemed a natural line of reasoning to them. Germany was 
to pay the cost of the War. The debt to the United States was part 
of the cost of the War. Therefore Germany should pay the French 
debt. That was the way they figured it. 

Q. Had Germany been doing so? 

A. Yes. All French payments on the war debt were made with 
reparations money from Germany. 

Q. Where did Germany get the money? 

A. Germany borrowed it from the United States. 

Q. So the United States loaned money to Germany with which 
to pay France so that France could use it to pay the United States? 

A. Yes. 

Q. What about England? 

A. It was the same way there, only more round about. The 
United States loaned money to Germany. Germany paid it to 
France. France used part of it to pay on her war debt to England. 
England sent it to the United States.* 

Q. Of the entire three billion dollars paid by European nations 
on their war debts to the United States since the armistice, how 
much was paid out of American money loaned to Europe? 

A. All of it. 

Q. Then the United States really hasn't collected a cent? 

A. Notacent. We have merely loaned the money with which 
we have been repaid. 

Q. Why did Germany quit paying reparations? 

A. Because the United States quit loaning money to her. 

? This statement is inaccurate. Up to June 30, 1931, England’s war-debt payments to 
the United States amounted to $1,585,000,000, while payments to England by her Allies 
and Germany were $933,000,000. This does not affect the general conclusion that the 
United States loaned all the money with which war-debt payments have been made, since 


that is governed by the sum total of all direct and triangular, or even more indirect, settle- 
ments.—Irving Brant. 
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©. Then the war-debt payments have stopped in reality because 
we have stopped loaning our debtors the money with which to repay 
us? 

A. Exactly. 

Q. How did we ever let them put over a trick like that? 

A. It wasn’ta trick. It was the result of economic law. 

Q. What economiclaw? What is the real reason we can’t collect 
our war debts? 

A. The fundamental reason is that we made the loans in the form 
of goods, and we insist on being repaid in gold. 

Q. Why shouldn't the debtors pay in gold? 

A. The debts amount to $11,500,000,000 and there is only six 
billion dollars in gold in the entire world outside the United States. 
We are also trying to collect the interest on 15 billion dollars of pri- 
vate loans made by Americans in foreign countries, and we want that 
in gold. We are also trying to collect our favorable balance of trade 
in gold instead of taking goods. It can’t be done, and the effort to do 
it has wrecked the money systems of the world and brought inter- 
national trade nearly to a standstill. 

Q. But is there any evidence that the European countries want 
to pay these debts? 

A. No. 

Q. Why don’t they? 

A. These debts were occasioned by the World War, and nobody 
likes to pay for a dead horse. 

Q. Is there any way we can collect the war debts? 

A. Yes. 

QO. How? 

A. By taking payment in goods and services. By importing 
more goods than we export. By accepting an ‘“unfavorable”’ balance 
of trade. 

Q. Is this generally understood? 

A. It has been said a thousand times in the past ten years and 
still the country won't believe it. 

Q. In a case like this, where the country refuses to believe an 
undeniable fact, isn’t there some economic reason for refusing to 
believe it? 

A. There are two reasons. One is a simple failure to understand 
that gold is merely a token for goods, and can be used only in limited 
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amounts to take care of a minor variation in imports and exports. 
This attitude is typified in Calvin Coolidge’s famous remark about 
the war debts, ‘‘They hired the money, didn’t they?’’ To which 
the answer is, ‘‘ No, they received ten billion dollars’ worth of Ameri- 
can goods, and the only way we can be repaid is by ten billion dollars’ 
worth of European goods.’’ The other reason is economic. It is our 
unwillingness to receive ten billion dollars’ worth of European goods 
because to do so would displace an equal amount of goods produced 
by American industry. 

Q. Is that a sound objection to having the war debts paid in 
goods? 

A. The issue is more fundamental. It isn’t just a question of 
having the war debts paid in goods, but of taking goods for the 
entire $26,000,000,000 of American overseas investments. We have 
our choice of taking our pay in goods and services, or writing prac- 
tically the entire $26,000,000,000 off as a loss. If we decide to take 
the goods, it means a huge shift in our industrial system. Our nation 
must plan for more leisure, letting Europe do part of our work. The 
fact is that we have paid $26,000,000,000 for a European valet, and 
don’t want him to work. 

Q. But how can we let Europe do part of our work when we have 
too many to do our own work? 

A. There’s the rub. We can’t, without a complete change of 
policy. 

Q. Then, when we refuse to accept goods in payment of the debt, 
aren’t we ourselves proposing to cancel it? 

A. Exactly. In theory we say, “Pay.” But in practice we say, 
“Cancel.” 

Q. How will it end? 

A. In cancellation. The economic forces opposing payment are 
too powerful. 

Q. But suppose both sides sat down at a table and tried to figure 
out a practical way of paying the debts, without taking Europe’s gold 
and without flooding us with European goods. Couldn't it be done? 

A. Something could be done, of course. 

Q. Well, what? 

A. Take the case of France. If France wanted to, it would be 
quite simple to place $50,000,000 a year in French francs in trust 
with American consuls in France, to be used only in cashing tourists’ 
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travelers checks, the checks being sent to the United States Treas- 
ury for credit on the war debt. That would discharge the debt 
through “invisible imports.” 

Q. What are invisible imports? 

A. Look under the heading, Balance of Trade.’ 

Q. What is the objection? 

A. The money given to the consuls would have to be raised by 
taxation. Also, it would subtract an equal amount from the invisible 
imports now used to balance the French trade account with the 
United States. 

Q. Wouldn’t the French make up for that by overcharging the 
tourists? 

A. Undoubtedly they would try to, but it is hard to see how the 
present job of overcharging could be improved upon. 

Q. Is any other system of war-debt payment possible? 

A. Yes. Our European debtors could collect American securities 
owned in Europe, sell them in the United States and apply the pro- 
ceeds on the war debts. That was done during the World War, 
directly or indirectly, to the extent of billions of dollars. 

Q. How was it done indirectly? 

A. Taxation in Europe became so heavy as the war went on 
that people were forced to sell American securities to pay taxes. 

Q. Would that solve the war-debt problem? 

A. The war debt could be reduced, but it would only intensify 
the problem of private foreign debt. The interest we send to Europe 
on these American securities helps to balance our foreign trade. If 
we no longer send interest, Europe will owe us just that much more 
gold every year. 

Q. Then the paying of the debt in American securities wouldn't 
really help? 

A. Nota particle. The net indebtedness would remain the same. 

Q. Net indebtedness? 

A. Yes. The difference between what the world owes us and 
what we owe the world. That is what counts in figuring the balance 
of trade. 

Q. Well, if that plan won't work, what about disarmament? 
Look at the way the European powers waste money on armaments. 
Take England. England spends $500,000,000 a year on her army 


3 Dollars and Sense, pp. 116-117. 
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and navy while we spend only—what does the United States spend 
a year on the army and navy? 

A. $700,000,000. 

Q. While we spend only $700,000,000. Now if England would 
cut that down to a reasonable figure, say cut it in half, wouldn't 
that make $250,000,000 a year that could be paid on the war debt? 

A. The answer to that is another question. How would it be paid? 

Q. How? Well, how is the cost of armaments paid now? Out of 
the British treasury, isn’t it? 

A. Yes. To British citizens, to be spent for British goods, in 
England. How would it be paid to the United States? 

Q. Well, how would it? 

A. Ingold, which England hasn’t got. In goods, which we won’t 
take. In services, which we have no use for. In securities, which 
merely shift the debt from one form to another. All the armies and 
navies in Europe could be abolished tomorrow, and the war-debt 
payment problem would be just what it is today, a problem of trans- 
fer—in gold, in goods, or nothing. 

Q. Didn’t we issue Liberty bonds to make these loans? If Europe 
won't pay, won’t we have to tax ourselves to pay off the Liberty 
bonds? 

A. We surely will. 


Q. Well, doesn’t that prove we are right, morally? 

A. Morally, we are always right. 

Q. France has gold. Why can’t France pay? 

A. France cherishes the delusion that this money was a gift to 


make the world safe for democracy. 

Q. Where did that idea originate? 

A. Mostly in the French imagination. But several unfortunate 
remarks were made in Congress, during the debate on granting the 
first war loans in 1917. The chairman of the House Appropriations 
Committee said he cared little whether the money was ever repaid, 
if it preserved American lives by strengthening our Allies. Senator 
Smoot said that he believed the money would be repaid, “but if it 
should not be, or if not one penny of it is returned, I wish to say 
that every penny of it will be expended for the defense of the prin- 
ciples in which we believe and which we entered the War to uphold.”’ 
It is possible that if any copies of The Congressional Record reached 
France, the remarks may have been read by Frenchmen. 
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Q. It has been quite plain since the War ended that we wanted to 
collect, hasn’t it? 

A. Anybody can see that. 

Q. Then why should France get the idea that the end of repara- 
tions meant the end of war debts? 

A. That belief was partly due to a misunderstanding of American 
politics. President Hoover told Premier Laval in 1931 that repara- 
tions must be out of the way before war-debt revision could be taken 
up. The French people understood that to mean that when repara- 
tions were out of the way, war-debt revision would be taken up. 
That was the final influence that led France to cancel reparations. 
But when Mr. Hoover tried to carry out his implied promise, Con- 
gress passed a resolution forbidding revision. 

Q. Did Mr. Hoover have authority to make such a promise? 

A. No. But the French people thought he did, and they now 
think the United States broke a promise and caused them to abandon 
reparations on false pretenses. 

Q. Why don’t they renew the claim for reparations? 

A. They have a right to, but everybody knows that Humpty 
Dumpty can’t be put together again. 

Q. What is this likely to cost us, altogether, if we don’t collect 
any more? 

A. The loss on the war debts would be 11 billion dollars. The 
total loss is hard to estimate, for it consists mainly of the effect of 
the war debts upon the depression. If the war-debt tangle has 
lengthened the depression by one year, which is a modest estimate, it 
has cost the American people the amount they lost in national income 
for that year, or 45 billion dollars. 

Q. Mightn’t that be an exaggeration? 

A. Certainly. It may not have lengthened the depression by 
more than six months. That would have cost us only 22 billions. 

QO. Even that may be an exaggeration, may it not? 

A. Undoubtedly. If the war debts have lengthened the depres- 
sion but three months, the loss is only 11 billion dollars. 

Q. That's just what the war debts themselves amount to, isn’t it? 

A. Yes. 
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